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Compared with 
November 1942 December 1941 








Bank Debits (daily average) + 3.6% + 33.7 % 
Retail Sales (daily average) (See note, p. 7) 
Building Permits + 104.5 + 104.0 
Lumber Production (weekly average) 1/ — 23.4 11.9 


Ordinary Life Insurance Sales 4©° S348 <=" 36.8 


Gasoline Sales 42,5 60.6 


Business Failures a. : 80.0 
1/ Western Oregon and Western Washington 


(See pp. 7-8 for comment and indez-es for 12 Oregon Trade Areas) 








TOWARD POSTWAR STABILITY: A PROPOSAL 
Jesse H. Bond, Professor of Business Administration 


In the thoughtful prophecies of a postwar abundance of goods and of jobs, 
you have noticed a phrase something like this: "if we are properly organized.” 
As we produce for war, we discover the scale on which we can produce, But, at 
the same time, this "if" gets bigger and more dangerous while factories are 
expanded, labor-saving devices are invented, faster methods of work are adopted, 
and workers are more highly skilled. 


Democratic countries are not equipped to maintain the steady prosperity 
that seems obviously possible. On the contrary, there is a tendency, which has 
grown with machine technology during the last 150 years, for business to alter- 
nate between boom and deprescsion--between building up and breaking dow, 


As manufacture has progressed from hand to factory methods in the making 
of cloth, shoes, radios, airplanes, and ships, and as our standards of living 
have risen, a larger and larger proportion of the expenditures both of manu- 
facturers and of consumers has come to be made for durable things that can be 
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used a little longer when necessary, or for luxuries that can be deferred. In 
other words, an increasing volume of the expenditures that must be relied upon 
to enlarge end to support employment in our present economic system can easily 
be postponed. Like the sword of Damocles, the possibility of this postponement 
of expenditures hangs over the heads of businessmen, suspended by the single hair 
of confidence in a favorable future. Of all the facts that explain economic de- 
pressions, this growing characteristic of factory production is the most signifi- 
cant. 


When investors and managers who have been overoptimistic during a boom become 
more cautious at its top (that's why it is the top), their postponement of expen- 
ditures promptly reduces employment, lowers incomes for workers, and then de- 
creases consumer spending. Soon the merchants retard their purchases and mark 
dovm prices to reduce their stocks, which causes business to be less profitable 
for manufacturers, who then hesitate to exnand their plants or even to replace 
worn equipment, The larger this volume of easily postponed expenditures, the 
more rapidly and deeply business can be depressed. 


As our economic system is now organized, therefore, prosnerity is becoming 
increasingly unstable and business depressions increesingly serious. Consider, 
for example, the history of the fluctuations in the production of pig iron. From 
the peak of prosperity to the depth of depression, pig iron production fell off, 
during the hard times beginning in: 1873, 23 per cent; 1893, 28 per cent; 1907, 
38 per cent; 1920, 55 per cent; and 1929, 80 per cent. The high in steel produc- 
tion in 1937 was 90 per cent of capacity in lerch; the lows in 1938 were 25 per 
cent at the first and at the middle of the year. Furthermore, the iron and steel 
industry was more significant in American industry in 1937 than in 1873, 


The present uncontrollability of the breakdown movement from caution to post- 
ponement, to unemployment, to pessimism, to more postponement, to more unemploy- 
ment, and then to more fearful pessimism, intcracting round and round in a de- 
structive downverd spiral, was demonstrated with startling clearness in 1937. 
Early in that year the national administration deliberately attempted to stop a 
businoss buildup short of a boom, in tho hope of promoting a continuously Lalanced 
prospority. The consequenco was positive additional proof that our present set 
of economic institutions is too short of automatic stabilizing mechanisms for such 
@ policy to succeed. The methods that had to be used to hoad off the boom were 
such as to emphasize the uncertainty, if not the futility, of business foresight 
which might be invalidated by official discretion without notice. 


A bank president who has achieved a reasonable economic security for himself 
asks, "Why can't we all take this instability in a united and friendly spirit of 
adventure, as the small price we must pay for freedom with high stendards of 
living?" Why is this yearning of practical good-willed men an ironic end futile 
dream? Why is the autom-tic and increasing instability of industry disintegrating 
civilization--more quickly in older and poorer countries, but only less rapidly 
in newer cnd richer ones? 


When there is a substantial falling off in expenditures for factories, 
machines, armaments, houses, and furniture, millions of workers are either unem- 
ployed or underemployed. They cannot then take from the markets their full 
former shcre of bacon, milk, shoes, and clothing. Among the important conse- 
quences of this development, space permits mention here of only.two. 
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First, the memployed and their millions of sympathizers can find reasons, 
apperently supported by extensive investisation, why the selfishness and sins of 
the owning and managing classes, rather than technical handicaps, must bear the 
prinary responsibility for the failure of theesonomic system to achieve a steady 
abundance of goods and of jobs. ‘jitness, for instance, the widely read article 
entitled, "The Trouble with Cavitalism is the Capitalists," written by President 
Harold G, Moulton of the Brockings Institution and published in Fortune in Novem=- 
ber,1935, Really, you might as well lay the brealdovm of a harness to the horse 
on which it is used; but, until the economic harness is much better adanted to 
work with human nature as it is, this damning charge will continue to foster the 
bitterness expressed in the phras2s “big business," ‘economic royalists," and 
“money changers." 


After substantial business declines, therefore, candidates are usually swept 
into office who promise edditional economic coutrol. For business, there will be 
no lasting relief from minute and seriously irritating goverment regulation until 
the whole economic system is better equipped to maintain stability. Then business 
may cease to be blamed for ills that it cannot now prevent. 


Second, when millions of unemployed and underemployed people suffer a reduc- 
tion in their share of the current and alimost undiminished flow of consumers 
(non-durable) goods, a larger share of these goes to persons whose money incomes 
either remain steady or decline less than the cost of living. Falling prices for 
bread, bacon, and shoes bring about this result automatically, especially in the 
case of those members of organized labor who continue to be omployed and who are 
able cither to resist substanticl ware cuts or to get their wages restored before 
prices recover. In 1932, for instance, the average vearly earnings of employees 
of Class I railroads were 2 per cent better, in relation to the cost of living, 
than in 1929. By 1956 they were 20 per cent better; in the 1938 depression, 26 
per cent better, But by thet time practically one-third of all Class I railroad 
mileage was in receivership and most life-insurance companies had suffered. serious 
losses from defaults of railroad bonds, 


During business recovery there is a reversal of most of the movements of the 
decline, but these reversed process?s again egrravate rather than cure class 
irritation and hatred. When expenditures for machines, building, or armaments 
are substantially increcsed, millions of persons cre employed more fully than 
before. These people are erain enabled to comand something like their prede- 
pression shares of the butter, bacon, clothing, and shoes which cre flowing to 
market in only slirhtly onlarged volume, There must then be some corresponding 
reduction in the share of such goods which can be enjoyed by persons whose employ- 
ment or income has remained steady. The law of supply and demand, through rising 
prices, automatically compels the groups with cteady jobs or incomes to accept 
their smaller share of the current flow of conswncrs goods. Two disruptive 
resuits must be noticed. 


First, the immediate and obvious beneficiaries of a wide upword swing of 
commodity prices are the owning end managing classes. They then become exces~ 
sively optimistic and hasten still more their expenditures for plant improvement 
and expansion, which tends in the course of tivo or three years to build up a boom. 
Their incomes rise noticeably, while the purchasing power of great numbers of con- 
tinuously employed wage and salary earners either declines or rises much more 
slowly, without any reduction in the services required of them. Thus, the latter 
classes automatically contribute not only to the rise in the purchasing power of 
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all recently more fully employed people, but also, in,effect, to the accumulated 
wealth of the rich. 


Second, the contrast between the automatically declining purchasing power 
of the steadily employed workers, on the one hand, and the increasing profits of 
the rich on the other, outrages the sense of justice of great masses of wage 
earners, and in this mood various groups of them attempt to enforce, even through 
the hatred and violence of mass picketing, what they conceive to be their right 
to straight-time wage rates rising at least as fast as the cost of living. For 
all except a few groups in strategic positions, notably the operating railway 
brotherhoods and the building trades, this purpose is inevitably frustrated by 
further price increases. The people who are organizationally weak are then still 
more injured and embittered, which facilitates the growth of additional pressure 
groups, led by angry and determined men. 


Few people are equipped to ses this chansing picture as a whole, In the 
face of an obvious and vast increase of expenditures for new building, machines, 
and armaments, which consumers do not buy, the War Labor Board and its 1941 
predecessors appear to have assumed at once the economic possibility and the 
social desirability of allowing, to strongly organized labor groups, advances in 
straight-time wage rates at least sufficient to match the rise in living costs. 
Only when it became obvious that this policy was promoting an inflationary race 
between prices and the rising total of wage payments was it ended by order of 
the President. In Oregon the First National Bank of Portland received publicity 
from the adoption of a plan to adjust the compensation of most of its employees 
according to an index of the cost of living, end it was widely praised. Par- 
ticular groups, each attempting to stabilize its own separate situation at its 
best level, seem tragically unaware of the possibilities and the requirements of 
overall stability. 


Next to winning this war, the achievement of the maximum economic stability 
consistent with progress and freedom is our most important problem. If it 
remains unsolved at the coming of peace, there will be small hope of saving 
western civilization as we have known and cherished it, 


If we attempt to avoid prejudice and to see the requirements in full, what 
characteristics must a good remedy possess? 


1. It must be sufficiently permanent and automatic to facilitate 
foresight based upon observed business facts, without this 
foresight being invalidated bv extemporaneous official discretion. 

2. It must not overstimulate either the optimism or the pessimism 
of investors and manarers, 

Se It must make continuously possible an adequately stimulating 
averare rate of profit, without conferring any immunity from the 
ordinary consequences of business mistsakes. 

4. It must work toward the social welfare, even when people try to 
obtain a private advantage from it. In other words, it must fit 
human nature, 

Se While preventing wide general swings of the whole commodity 
price level, it must allow the law of supply and demand to operate 
freely for each individual commodity. 

In times of ranidly increased employment it must facilitate the 
inevitable relative changes in standards of living, without 
allowing rising prices to favor the rich. 
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7e It must restore promptly the balance between consumer spending 
and the current output of consumers goods, whenever a general 
movement of prices up or down indicates that the balance has 
been upset. 

8. It must not take money from the taxpayers which they themselves 
can be induced to spend to equal social adventage. 


Among the partial remedies which appear consistent with these requirements, 
space permits the mention of only one, This writer regards it as the most eco- 
nomical and prompt among those which have been suggested, but this emphatically 
does not mean that tho proposal akout to be described would, by itself, completely 
insure stable prosperity. You probably have a thermostat to regulate the warmth 
of your home, but you do not expect it to close your windows. A steam turbine, 
if it is to run steadily under a variable load, must have an automatic throttle 
or governor, but this device is not expected to clean the firebox or tighten a 
loose belt. The rlan here proposed is intended to do for the economic system 
only what the automatic throttle does for a steam engine and its connected ma- 
chinery. It will solve the chief difficulty, but it will merely simplify others, 
not remove them. 


Once the inevitability, if not the justice, of changes in the sharing of 
butter, bacon, shirts, and shoes during investment waves is cenorally recognized, 
the average citizen may become willing to put up with a little inconvenience in 
order that these changes shall not involve wide swings in either profits or prices 
and therefore in employment. This is necessary if businessmen are to be prevented 
from becoming sither too optimistic or too pessimistic, 


When armament expenditures or long-term investments are being made at an 
unusually high rate, the temporary price-raising excess of money income, which 
the consumer cannot keep anyhow, can be captured most easily as it passes from 
consumer to retailer. Correspondingly, when armoment or investment expenditures 
fall off to an unusually low rate, enough money should be returned to the re- 
tailer's customers to remedy promptly the deficit in their total volume of buying. 
The total of consumer demand can thus be kept in step, at a reasonably steady 
price level, with the total supply of consumers goods. Over a period of ten years 
or longer, the captured surpluses of consumer money income should just about 
balance the deficits that are compensated, 


One of several possible ways of putting such an esonomic automatic throttle 
to work, and at the same time extending social security to those who are now left 
out of it, would be as follows: 


le. If desired, add present social-security taxes to wages, 

2. Enact a retail sales tax high enovgh to firance during periods 
of moderate prosperity (a) modest minimum pensions for persons 
over sixty-five, and (b) reduction of the public debtuby, say, 
two or three billion dollars annually. 
Have retailers issue to their customers, as evidence of the sales 
tax collected, trading stamps much like the "green stamps” which 
are now familiar to most consumers and retailers, 
Redeem these trading stamps in convenient amounts at any post 
office «at a rate which is adjusted upwerd sharply as the Bureau 
of Labor Statistics overell index cf wholesale prices falls below 
a chosen standerd level, and which goes down sherply, possibly to 

. gere, as the overall wholesale price index rises above the standard 

level. 
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If desirable, keep a record, under the social-security 
number of each consumer, of the amount of trading stamps 
redeemed for that consumer by the post officd. Pension 
payments could then be varied approximately as under present 
arrangements; but this writer would prefer a flat pension 
rate which would eliminate the present elaborate Federal 
records. 


An alternative method, simpler for consumers but probably more burdensome to 
business, would be to tax and subsidize the retailer instead of his customers=- 
the tax being proportionate to the heicht of the commodity price average above 
standard level, and the subsidy being proportionate to the distance of this index 
below standard level. Tho retailer would have to be relied upon to pass on to 
the consumer both the tax and the subsidy, through appropriate adjustments in his 
prices, The chief objections to this alternative are the necessity of a good deal 
of price changing by retailers and the probable discrepancy between the amount of 
subsidy received by them and the amount actually passed on to their customers. 


Frankly, no long-term net reduction of the national debt is expected from 
this plan, because the debt probably will rise during periods of unusually low 
prices, about as much as it will fall during periods of high prices. If the long- 
‘term effect should be any serious addition to the publio debt, it would mean 
that money was being hoarded. This might be the situation if, for instance, labor 
laws, taxes, fears of war, governmental extravagance, behavior of organized labor, 
or irritating public regulation of business were such as to overdiscourage man- 
agers and investors. But such maladjustments as these could be identified and 
handled more easily, after the elimination of the strictly market causes of de- 
pression through the operation of the economic automatic throttle, 


If, after elimination of these extramarket causes of money hoarding, there 
should remain a moderate anount of it, eventually there would be a rise in the 
cash valuation of estates and probably of gifts to heirs. Then the public 
receipts from heavily progressive gift and inheritance taxcs would rise until the 
increaso in the amount of money in hoards would practically coase. At this point 
any long-term net growth of the public debt due to the plan here offered would 
stop. 


In the meantime there is no reason why any such increase of public debt should 
be burdensome, since it would be foolish to pay anybody to abstain from spending, 
when the overall index of wholesale prices was below the chosen standard. The 
govermment could print all the needed money in bills of large denomination and 
simply deposit them with the Federal Reserve Banks inexchange for bills of smaller 
denomination. 


Fundamentally, the economic automatic throttle is just an effective device 
for keeping the total volume of consumer spending in step with the total output 
of consumers goods, regardless of vaves in the rate of investment expenditure and 
in employment. It will, therefore, stop the tendency for businessmen to become 
so optimistic as to cause & boom, or so pessimistic as to cause a depression. 
Business instability will then ceese to disintegrate our free civilization. This 
result ought to be worth the payment of a substantial sales tax, refunded even- 
tually in old-age pensions and in trading stemps redeemed at a varying rate. 
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A little more inconvenience for retailers and consumers? Yes, but no more 
than is already widespread practice, A little more waiting by consumers in 
prosperous times? Apparently, in terms of money, yes; but actually little more 
in terms of goods than is now enforced by high prices, except for a very few 
exceptionally strong groups, A little less opportunity for politicians to 
promise and deliver special favors? Yes, but for all America a greater oppor- 
tunity to achieve economic stability and abundance, with freedom, at a relatively 
negligible net cost, 
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General Business, Business activity in general in Oregon, as measured by 
debits to accounts of banks throughout the stote, increased again in December for 
the ninth consecutive month, December debits totalled $538,261,601, an increase 
of 3.6 per cent over the daily average in November, and 33.7 per cent higher than 
December 1941, The increase in December over the previous month was not uniform 
over the state, but all areas except Pendleton and Klamath Falls-Lakeview showed 
an increase over a year ago, Percentage changes by areas were as follows: 


Compared with 
November 1942 December 1941 











Portland 

Lower Willamette Valley 
Upper Willamette Valley 
North Oregon Coast 
Douglas - Coos Bay 
Southern Oregon 

Upper Columbia River 
Pendleton 

Central Oregon 

Klamath Falls = Lakeview 
Baker = La Grande 

Burns = Ontario 
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Retail Sales. The usual report on sales of independent retailers in Oregon 
has been delayed as a result of the closing of the San Francisco office of the 





Bureau of the Census, but will be resumed as soon as possible, 


The Christmas 


buying season, supported by high mass purchasing power, pushed December sales in 


Portland to record heights. 


The gain in dollar volume in department store sales 


is expected to be between 35 and 50 per cent above last year. For the year as a 


whole, retail sales increased about 35 or 40 per cent in Portland, with specialty 


stores and jewelry stores enjoying still larger increases, 
hold appliance dealers hod lower volumes than a year ago. 


Automobile and house- 
At other points in the 


state, such os Eugene, Klamath Falls, and Astoria, this year's Decomber sales 
were probably under sales for the previous December, even at higher unit prices, 


In spite of severe restrictions on building construction, 


Building Permits, 
permits issued in Oregon during December were increased to above-normal figures 


by the issue of permits 


for over $1,000,000 for war housing in Portland. 


follows the pattern of the last few months, with the exception of November. 


This 
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December permits for forty-five cities totalled $1,414,935, slightly more than 
double both the November total and the December 1941 figure. 


Permits for new residential construction amounted to $1,163,115, an increase 
of 143,1 per cent over a year ago; permits for new non-residential construction 
increased 56.7 per cent to $160,425; permits for additions, alterations, and 
repairs decreased 19,5 per cent to total only $91,395 in December, Outside of 
Portland, the only large amount of permits issued was in Medford for new resi- 
dential construction, 


Lumber Production. Production, shipments, end orders received in the West 
Coast (Western Oregon and Western Washington) and Western Pine (Eastern Oregon 

- and Eastern Washington) areas were reported by the National Lumber Manufacturers 

Association for the five weeks ending January 2, 1943 and the same period a year 

ago as follows; 





December 1942 
(M bd. ft.) 


December 1941 
(M bd. ft.) 


% Change 


West Coast 
Production 





Shipments 
Orders Received 
Unfilled Orders - 
January 2, 1943 and January 


Western Pine 
Production 
Shipments 
Orders Received 
Unfilled Orders - 


Jenuary 2, 1943 and January 


404,458 
481,623 
488,150 
813,964 
3, 1942 


271,413 
334,190 
322,378 
384,205 
3, 1942 


478,189 
465,201 
667,086 
653,495 


268,373 
315,181 
379,918 
317,665 
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